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THE VULNERABLE POSITION OF THE 


REAL ESTATE INDUSTRY 


HERE is good reason to believe that since the beginning of 1946, the num- 

ber of real estate sales in the major metropolitan areas has equaled the 

number of families living in those areas. For example, in 1950 there 
were 14, 660, 000 families living in the 111 cities covered by this bulletin. During 
the postwar period, real estate transfers in these cities have totaled roughly 
14,600,000, or approximately one sale for each family enumerated in the 1950 
census. To look at a few local figures, Youngstown, Ohio (Mahoning County), 
had a total of 66,995 households in 1950. However, during the period from 1946 
to the present there have been 90,971 voluntary sales recorded there. Los An- 
geles (Los Angeles County), with 1, 149,000 households in 1950, has had1, 863, 000 
real estate sales, and in St. Louis and St. Louis County we have had 357, 637 real 
estate sales in comparison with our 338,710 households in 1950. 
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Obviously, these figures do not mean that every family now lives in a home of 
its own. Some of these sales were sales of vacant lots and some were sales of 
commercial or industrial properties. Another factor that must be considered is 
the families that have bought more than one house during this period. 


Nevertheless, these figures do emphasize the enormous trading in real estate 
that the nation has experienced during the postwar period. In themselves, the. 
figures do not presage a sudden drop in real estate activity or a prolonged real 
estate depression. On the other hand, they certainly indicate the vulnerability 
of the real estate market. The housing shortage and the seller’s market of the 
immediate postwar period have been swamped by a flood of 11, 000, 000 housing 
units (new plus converted units) thrown on the market since the end of 1945. Va- 
cant rental units, almost unheard of during the 1945-1949 period, are now abun- 
dant in many areas. 


The spur of necessity has left the real estate market. The purchase of a home 
can now be deferred for a long period by an enormous portion of the population. 
Even newly formed families are allowed to defer home buying by the increasing 
availability of rental units. Older families now have much less incentive to buy 
and must be coaxed skillfully into homes of better quality. Falling production, 
loss of overtime pay, rising unemployment, tightening credit and other signs of 
worsening business conditions destroy confidence and make the consumer reluctant 
to buy. Moreover, his reluctance to buy increases in almost direct ratio with the 
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size of his purchase, the length of time it takes to pay for it, and its degree of 
deferrability. 


These are our reasons for believing that the present real estate and housing 
market is more vulnerable today than at any time in the past 20 years. A home 
is the largest single purchase that most families ever make, and it usually takes 
them longer to pay for it than for any other item. Furthermore, as we have already 
pointed out, the purchase of a home can be deferred today by the great majority 
of potential buyers. A sustained downturn in general business could easily bring 
about an even sharper drop in real estate activity and real estate values, and 
could bring home building to a virtual standstill. 


Despite this vulnerability of the real estate and housing market, a reasonably 
high level of activity may be maintained so long as the economy is kept on a fairly 
even keel and confidence in the future does not falter. No matter how well the 
nation is housed there is always a desire to upgrade housing accommodations, and 
most families tend to exert themselves toward satisfying this desire unless they 
are discouraged by their outlook for the future. 


We believe that the biggest single danger to the real estate and residential 
construction market lies in the possibility of overbuilding. As we have pointed 
out before, the demand for housing is almost impossible to measure at any time 
because it is so flexible. To this difficulty is added the present-day factor of 
deferrability. Nobody knows what the housing demand is today. There are 
some who think it is unlimited, providing down payments can be made low enough 
and the length of the loan made long enough. This is probably theoretically 
true - at least there seems to be enough truth in it to make it a most seductive 
argument. 


While we lay no claims to clairvoyance regarding the demand for housing, we 
are certain of these things: 


1. The need for additional housing is nowhere nearly so acute 
as it was a few years ago. The builders are the first to adinit that 
they Lave built themselves out of their normal market, and are again 
recommending that the Government underwrite loans liberal enough 
to allow them to maintain their pace of 1, 000, 000 units per year. 


2. All of the figures we can find indicate that the basic demand 
for new homes - net increases in the number of families - will be in 
a downward trend for the next several years and that the next real 
upturn in basic demand will not get under way until about 1960. 


In the face of this, it seems to us that it is a risky business to continue adding 
to our housing supply at a rate in excess of the basic demand. If we are going to 
continue to build a million or more houses a year, some of them - perhaps 200, 000 
to 250, 000 - should be replacement units of demolished obsolete housing. This 
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would at least allow somewhat of a hedge against an unwieldy supply of vacant 
units with their usual depressing effect on the market. 


Of course, we might be miistaken. Perhaps the figures are wrong or our 
interpretation of them incorrect. Maybe the building industry can go right ahead 
at its present pace for another 6 years and still go ahead to even greater volumes 
during the next 6 years. Nevertheless, the probabilities are against it, and we 
think it unwise to play against the probabilities by creating a supply situation that 
could well drag the entire industry into a serious decline. Perhaps we are being 
old-fashioned, but we still have a healthy respect for the law of supply and de- 
mand. We will admit that this law may be amended for a time by ever-increasing 
doses of liberal credit. We are not so sure, however, that it can be permanently 
repealed. 


In order to bring you the fullest possible information on real estate and lending 
activities, we have prepared the charts and tables in this bulletin. As you can 
see, we have included 111 principal cities, and the charted information covers 
the period from 1952 to the present. We have charted only this short period in 
order to give you a better look at the recent short-term trends in real estate and 
mortgage activity. 


The table on pages 204 and 205 is also devoted to real estate transfers and 
mortgage activity. It shows the postwar monthly high and low points in real estate 
and mortgage activity reached by the various cities and the months in which these 
points were reached. It also shows the average monthly activity for 1952 and 
1953 and the percentage change from 1952 to 1953. (Remember that all of the 
transfer and mortgage figures are monthly or average monthly figures. There 
are no annual figures in the table. ) 


It is interesting to note that of the cities where we have real estate transfer 
data, 85% reached their all-time peak between March and September 1946. On 
the other hand, the postwar low points in real estate activity were widely spaced. 
Ten percent of the cities reached their postwar low between 1946 and 1949, 37% 
reached theirs in 1949, 7% in 1950, 21% in 1951, 7% in 1952, 11% in 1953, and 
7% in 1954. sixty percent of the cities showed a gain in real estate activity in 
1953 over 1952, while 40% showed a decline. 


Of those cities gaining in 1953, Nashville, Tennessee; Holyoke, Massachusetts; 
Bridgeport, Connecticut; El Paso, Texas; and Flint, Michigan, were the five with 
the biggest percentage gains. The biggest losers in real estate activity were 
Houston, Texas; Kansas City, Missouri; Montgomery, Alabama; salt Lake City, 
Utah; and somerville, Massachusetts. 


In mortgage activity, 65% of the cities gained and 35% lost in 1953, com- 
pared with 1952. The majority of the cities (56%) reached their postwar peak in 
mortgage activity in 1950 following the bad year in 1949, when 50% of them reached 

(cont. on page 220) 
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NUMBER OF REAL ESTATE TRANSFERS AND REAL ESTATE MORTGAGES BY CITIES 
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(cont. from page 203) 
their postwar low. Last year was also a good year in mortgage activity. Only 5% 
of the cities reached a postwar low during 1953, while 18% reached their postwar 
high during that year. 


The five cities with the biggest percentage gain in mortgage activity in 1953 
over 1952 were El Paso, Texas; Gary, Indiana; Holyoke, Massachusetts; Port- 
land, Maine; and Santa Ana, California. The five with the biggest losses were 
New Haven and Bridgeport, Connecticut; Philadelphia, Pennsylvania; Topeka, 
Kansas; and Salt Lake City, Utah. 


Another interesting set of comparisons that can be made is to note the dif- 
ference between the high and low points of the individual cities in real estate 
and mortgage activity and compare them with their average 1953 volume. 











